STATE OF CALI FORNI A
DEPARTMVENT OF | NSURANCE
45 Frenont Street, 21st Fl oor
San Francisco, California 94105

| NI TI AL STATEMENT OF REASONS

REG- 2007- 00025

@ui del i nes For Wi ver of Penalty for Non-Use of Electronic
Fund Transfer or for Non-Tinely Paynent of Taxes

| NTRODUCTI ON:

Pursuant to I nsurance Code Sections 1775.8 and 12976. 5(a),
insurers and surplus line brokers (“taxpayers”) whose annual

t axes exceed twenty thousand dollars are required to nmake paynent
by el ectronic fund transfer. The Comm ssioner is proposing

regul ations that set forth this requirenment and the penalties
that will be assessed if the taxpayer fails to participate in the
programor fails to nake a tinely paynent.

SPECI FI C PURPCSE AND REASONABLE NECESSI TY OF REGULATI ON:

The specific purpose of each adoption, amendnent, or repeal and
the rationale for the Comm ssioner’s determ nation that each
adoption, amendrment or repeal is reasonably necessary to carry
out the purpose for which it is proposed is set forth bel ow

SECTI ON 2330. 1. Preanble.

Section 2330.1. Adopt

Thi s subsection specifies that, on and after January 1, 1995,
insurers or surplus |ine brokers (“taxpayers”) whose annual taxes
exceed twenty thousand dollars are required to participate in the
el ectronic fund transfer (“EFT") program |[If they fail to
participate in the programor if their paynent is untinely, they

will be assessed a ten percent penalty plus interest on the anount
due unless the penalty is waived for reasons set forth in the
regul ations. |[|f the taxpayer fails to participate in the EFT

program and also fails to make a tinely paynent, they wll be
assessed a twenty percent penalty plus interest on the anount due
unl ess the penalty is waived for reasons set forth in the
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regul ati ons.
SECTI ON 2330.2. Definitions

Section 2330.2. Adopt

Thi s subsection defines the terns “fedwire paynent” and “Departnent”
whi ch, for purposes of these regul ations, nmeans the Departnent of
| nsur ance.

SECTI ON 2330.3 Waiver of Penalty for Failure to pay Taxes by EFT

Section 2330. 3. Adopt

Thi s subsection sets forth the circunstances under which the penalty
for an insurer or surplus line broker’'s failure to pay taxes by EFT
may be waived. Circunstances include the death or serious illness
of the taxpayer or a nenber of the taxpayer’s inmediate famly,

nat ural disaster, or involuntary bankruptcy.

SECTI ON 2330.4 Waiver of Penalty for Failure to Tinely Make Paynent

Section 2330.4 Adopt

Thi s subsection sets forth the circunstances under which the penalty
for failure to make a tinely paynent by EFT may be wai ved.
Circunstances include the taxpayer’s failure to receive a tax return
because of a change of address and the Departnent had been properly
i nfornmed of the change of address, or other situations that clearly
denonstrate that failure to make tinely paynent is beyond the

t axpayer’s control

SECTI ON 2330.5 Filing for Relief

Section 2330.5 Adopt

This section specifies who the insurer or surplus |ine broker mnust
file under penalty of perjury with in order to be relieved of the
penalty for failure to pay by EFT or failure to tinely make a
paynment by EFT.

| DENTI FI CATI ON OF STUDI ES

There are no specific studies relied upon in the adoption of this
subchapt er.

ALTERNATI VES

The Conm ssioner has determ ned that no reasonable alternative
exists to carry out the purpose for which the regulations are
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proposed. Performance standards were considered but were rejected
as an unreasonable and inpracticable alternative in the context of
regul ations that seek to set forth the method for tinely paynent of
taxes via electronic fund transfer.

ECONOM C | MPACT ON SVALL BUSI NESS:

The Conmi ssioner has identified no reasonable alternatives to the
presently proposed regul ati ons, nor have any such alternatives

ot herwi se been identified and brought to the attention of the
Departnent, that would | essen any inpact on small business.

Al t hough perfornmance standards were considered as an alternative,
they were rejected, in part, because they would increase, rather
than | essen, the inpact upon small business. Unlike the proposed
regul ati ons, performance standards woul d not provide smal

busi nesses an efficient nmeans of knowi ng how to conply, or of
ensuring they have achi eved conpliance. Further, it could be
necessary that small businesses incur the additional expense of

| egal fees charged by | awers whose services mght be required in
order to interpret a performance standard. Finally, because of
this indefiniteness, performance standards would be likely to
breed costly litigation, which small businesses in particular can
i1l afford.

PRE- NOTI CE DI SCUSSI ONS:

Pursuant to CGovernnent Code Section 11346.45(a), public

di scussions were held on June 13, 2007 regardi ng proposed
anendnents to these regulations. |Interested and affected parties
were given an opportunity to present statenents or coments with
respect to the proposed anendnents. The Comm ssioner consi dered
t hese statenments and conments and sone changes were nade to the
proposed anmendnents in response.
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